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Abstract 


This dissertation analysis the India’s demonetization of 2016 and its 
impact on agrarian economy. Firstly, it will introspect the decision, 
approach, and objectives of demonetization; secondly, it will study the 
effect of demonetization on agriculture economy and farmers lives, which 
is largest source of livelihood in the country. The research is based on 
existing literature and uses qualitative approach. India is a cash intensive 
economy which lack financial inclusion, making the objective of cashless 
economy unfeasible. By critically examining the agrarian economy it 
suggested that certain notifications like disallowing DCCBs and PACS to 
deposit & exchange the old notes impaired the rural economy deeper. 
Further, at APMC (mandis) suffering of farmers intensified when crops 
prices crashed, and supply and demand became imbalanced, badly 
impacting the farmers income and livelihood. Thus, this dissertation 
highlights some of the flaws of demonetization and the price farmers paid 


for demonetization. 
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Introduction 


India is the world’s largest democracy. It’s purchasing power parity stands 
at $9.49 trillion, making it the third largest (in PPP terms) and the fastest 
growing economy in the world (Chakravorti, 2017). India currently is the 
world’s seventh largest economy standing at $2.85 trillion US dollars, 
close to UK and France (World Economic Forum, 2018a). Although India’s 
growth rate is faster compared to many emerging economies, it is not 
inclusive in nature. The Inclusive Development Index of 2018 ranked 
India’s stand at the 62™ position out of 74 emerging economies and has 
been at the bottom 20 percent in net income GINI, poverty rate and 
wealth (World Economic Forum, 2018b). It can be concluded that economic 
growth has not benefited everyone, especially the underprivileged of the 


country. 


However, some issues that India’s economy is facing today are a weak 
currency, rising fuel & food prices and increasing current deficit account 
(Quartz India, 2018). Al Jazeera (2018) reported, rupee is at its record low 
which can lead to higher inflation. Reserve Bank of India in its second bi- 
monthly policy statement 2018-19 raised the interest rate by 25 basis 
points, specifically to fight the inflation (Reserve Bank of India, 2018b). On 
the other hand, banks, in recent times have been in the headlines for all 
the wrong reasons such as the frauds at State Bank of Maharashtra, of 
ICICI Bank, Punjab National Bank, thus increasing NPA and cash shortage 


in the banks. NPA have risen to new heights, this rise in NPA is not due to 
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lending to the agriculture sector or social banking but defaults by very 
rich and powerful people (Scroll, 2018). Thus, trust placed in banks by the 
people has reduced in recent months. These are the sources of discomfort 


for the economy. 


There have been two major decisions by the current BJP government 
which have had profound impact on the economy. The first was the 
demonetization which was followed by the Goods and Service Tax (GST). 
The move of new GST is seen as a positive change in the economy as it 
has replaced numerous federal and state taxes and created one common 
market across India (World Economic Forum, 2017) , but demonetization is 


seen as a sceptical move. 


The act of stripping a currency from its legal tender is known as 
demonetization. It can be understood as the removal of a certain currency 
from the circulation of the money in the economy. The currency is 
removed from general usage in a country (Mali, 2016). Demonetization is 
generally followed by remonetisation, which is the introduction of new 


currency in the economy (World Bank, 2017). 


Demonetization was a gigantic step for the whole of India. The move was 
absolutely surprising to commoner in India. 86 percent of the total 
currency was demonetized overnight and the whole country came to a 
halt. Even the banks were not informed about it until the official 
announcement (Shirley, 2017). Every policy has consequences, so did 
demonetization. Understanding and evaluating those consequences 


became necessary, particularly when a strong impact is felt across the 
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country, especially the impact on the farmers of the country. Agriculture is 
the primary source of livelihood for about 58 percent of population in the 
country (Department of Agriculture, Cooperation and Farmers Welfare, 2017b). 
This makes it even more important to understand and study how these 


farmers and the rural economy were affected by demonetization. 


Abolishing 86 percent of the cash all of a sudden created liquidity crisis in 
the Asia’s third largest economy (Sinha & Rai, 2016). The liquidity crisis 
created significant disruption in people’s personal, occupational and social 
lives (Enara & Gowda, 2018). Especially, when India is still a majorly cash 
based economy. The reason behind the demonetization and its execution 
plays the most crucial role. This research is undertaken to analyse the 


move of demonetization and its impact on agrarian economy. 


Research Questions: 


1. Was demonetization a judicious move? 


2. What has been the impact of demonetization on agrarian economy? 
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Chapter 1: Demonetization 


Many countries have tried their hands-on demonetization. In 1982, Ghana 
demonetized its 50-cedi currency notes to curb corruption and black 
market. This move by the government was not supported by the public 
and it created chaos in the economy. It eventually led to people losing 
trust in the banking system. This resulted in transaction taking place in 
foreign currency and physical assets (barter). In 1984, major general 
Muhammadu Buhari in Nigeria military demonetized old currency notes 
and introduced new currency with the objective of eliminating corruption 
& black money. The economy was already debt ridden and 
demonetization resulted in high inflation. It eventually led to the collapse 
of the entire Nigerian economy (Palanisamy, 2017). Other countries who 
have tried their hands-on demonetization are Myanmar, Zaire, North 
Korea, and Philippines. The common objective for all these countries was 
to curb corruption & black market and to improve the economy, but none 


of them succeeded in doing so. 


However, there are a few countries who have achieved success with their 
demonetization policy. From 1992 to 1996, Australia converted all of its 
paper-based currency notes to polymer-based currency notes, being the 
first country to develop polymer currency notes. The aim of introducing 
polymer currency notes was greater protection against counterfeit, long 
life of notes, improved cleanliness and recycling capabilities (Reserve Banlk 


of Australia, 2000). The entire demonetization process was over a period of 
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four years, so it gave enough time to the citizens and banks to adjust with 


the new currency. 


Another successful example was of the European Union, when the twelve- 
member countries of the European Monetary Union officially introduced 
single currency Euro in January 2002. National currencies of all the nations 
were demonetized before the introduction of euro, while the old 
currencies would continue to be exchangeable for a considerable period 
thus enabling smooth change of currencies. The European Central Bank 
started preparing four years in advance in 1998, while the distribution of 
notes and coins took place via banks, post offices and sales outlets 
(Pimputkar, 2017). The demonetization followed by remonetisation took 
place so smoothly that it did not cause any major disturbance to the 


citizens or the economy. 


The most recent demonetization is of Pakistan and Venezuela. In 2016, 
Pakistan passed a resolution to phase out its 5000-rupee notes to curtail 
black money. In terms of the value it accounted for 30 percent of the 
currency in circulation. The process was over three to five years long 
giving enough time to the citizens to exchange the old currency with next 
currency notes. On the other hand, in December 2016, Venezuela 
withdrew a 100 Bolivar bill, which amounted to 77 percent of the currency 
in circulation. The government gave a 72 hours window before 
withdrawing the currency but, was forced to an extend the deadline due 
to shortage of currency, violent protests and looting. (Karnik & Balchandran, 


2016). 
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The similarities between all failed demonetizations attempts are the lack 
of preparedness along with the short time window given to the public for 
the exchange of the demonetized notes. Compared to successful cases, 
where there was enough time given to the public to exchange the 
demonetized notes, and the government & the banks were prepared well 


in advance. 


1.1 India’s Demonetization 


India experienced its first demonetization in 1946 and the second in 1978 
to phase out the Rs.1000, Rs.5000 and Rs.10,000 note. The highest 
denomination notes ever circulated in the economy by the Reserve Bank 
of India was of 10,000 rupees note in 1938 and 1954 which was 
demonetized in 1946 and 1978 according to the RBI. The 500-rupee note 
came into circulation in 1987 and 1000-rupee note came back in 
November 2000. The reason behind this move was justified as an attempt 
to contain the volume of the bank notes in circulation due to inflation. The 
1978 demonetization was worth INR 1.46 billion which was only 1.7 


percent of the total notes in circulation (Satya, 2017). 


The third and the biggest demonetization in the history of India took place 
on 8" of November 2016. The Prime Minister, Narendra Modi announced 
on broadcast that the 500 and 1000 currency notes would cease to be 
legal tender from midnight. The process was followed by remonetisation, 


where a newly redesigned 500 rupee note, and completely new 2000- 
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rupee note were introduced (Beyes & Bhatacharya, 2017). The total 
currency in the economy before demonetization amounted to 17.97 
trillion rupees (Reserve Bank of India, 2016b). The demonetized notes were 
valued at 15.43 trillion rupees which constituted 86.9 percent of total 
currency in the economy (Reserve Bank of india, 2017a). Hence, people had 
to manage their daily lives with only the remaining 13.10 percent cash 
in the economy leading to huge cash crunch. 

Indias demonetization is said to be the world biggest currency 
demonetization accounting to US$ 240 billion. It is the biggest currency 
conversion in the world, both in terms of value and quantity (Nayak, 2016). 
This demonetization move was initiated to tackle black money hoarded 
in cash, terrorism and counterfeit notes (Reserve Bank of India, 2016a). 
Few weeks later, the Prime Minister added another objective, the one of 
the cashless economy (Prime Minister Narendra Modi, 2016c). A month after 
demonetization Finance Minister, Arun Jaitley (2016), announced that the 
government has no aim of printing all the demonetized currency and 
rather plan to reduce the cash in the economy and promote digital 
currency. 

India is a cash intensive economy. As a percentage of the GDP, the value 
of notes and coins in circulation in the economy was at 12.2 percent in 
2016 (Reserve Bank of India, 2017b). India is considered one of the highest 
cash driven economy in the world. 98.8 percentage of the total consumer 
payments in the economy were cash transactions (IBGC, 2013). The Prime 
Minister in his New Year’s speech criticized the role of excess cash in the 


rise of corruption & black money in the economy (Prime Minister Narendra 
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Modi, 2016b). There is no uniform definition of black money. However, the 
Government of India defines black money as assets or resources that 
have neither been reported to public authorities at the time of their 
generation nor disclosed at any point of time during their possession. This 
income is taxable but not reported. Black money consists of both cash and 
kind such as gold, property, etc. (Income Tax of India, 2012). 

In February 2016, the government asked the Governor of the Reserve 
Bank of India, Dr. Raghuram Rajan about his views on demonetization. 
Dr.Rajan (2017), expressed his views on demonetization as, “Although 
there might be long-term benefits, | felt the likely short-term economic 
costs would outweigh them, and felt there were potentially better 
alternatives to achieve the main goals. | made these views known in no 
uncertain terms.” Nevertheless, he was then asked to prepare a note and 
hand it over to the government. The note summarised potential costs and 
benefits of demonetization, alternatives that could achieve similar goals. It 
also outlined that if the government still decided to go ahead with the 
demonetization the preparation needed, and the time required and 
consequences of unpreparedness. (Rajan, 2017). 

It is evidently clear that he was not in favour of demonetization. 
Interestingly, he was not offered another term under Modi government 
after his first term ended in September 2016. Dr.Rajan publicly talked 
about his concern on “cronyism” and “stigmatised capital” (The Wire, 
2018). It is highly unlikely that demonetization would have taken place 
under Governor Raghuram Ragan. He clearly mentions in his book, “At 


no point during my term was the RBI asked to make a decision on 
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demonetization.” (Rajan, 2017). Demonetization happened in November 
2016 just two months after Dr.Rajan resigned. It is evident that decision of 
demonetization took place in just two months before it was implemented. 
All the printing of new notes, logistics planning and other crucial 
preparation happened just in two months. Demonetization was an 
outcome of only two months of planning and preparation. 

Although the context of European Union is different it is a perfect example 
of the preparation needed in a currency changeover. The European 
Central Bank started preparing and printing new notes and coins almost 
three to four years prior to the event. Banks were frontloaded with new 
currency three months in advance. All the ATM’s were pre-loaded with 
new cassettes and new currency (Sachdeva, 2016). The case of Euro 
currency introduction shows the amount of preparation required for 
successful and convenient changeover to a new currency. 

The announcement of demonetization came as a Surprise to all, including 
the top officials of banks. The banks were not only unprepared for but also 
completely unaware before the actual implementation of demonetization. 
It was apparent that changing 86 percent of currency in the world’s 
seventh largest economy was going to be a huge logistical exercise, 


especially when even banks were not informed about it in advance. 


While announcing demonetization, Prime Minister Narendra Modi 
mentioned that the ATMs will not be functioning for the next two days (i.e. 
first two days after demonetization) after which the ATM withdrawal will 


be restricted to 2000 rupee per day, while also keeping a daily limit of 
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4000 rupee for exchange of old notes and withdrawal of money (Prime 
Minister Narendra Modi, 2016a). This indicates that the ATM machines were 
not calibrated with new notes and updated technology. This act of 
government putting limiting cash withdrawal demonstrates that there was 
insufficient cash available with the banks. All these points certainly 
illustrate lack of preparation and abruptness. 

Cash shortage continued for months and reprinting of the new 500-rupee 
note fell below target. The initial replacement of notes came in the form of 
unexpectedly high denomination (2000 rupee note) which was pointless 
for most people. Government's failure to print small denomination notes 
meant for weeks no one was getting change for the 2000 rupee note 
(Tharoor, 2017). More than 90 percent of all financial transactions in India 
were conducted in cash (PYMNTS, 2017) and more than 85 percent of 
workers were paid in cash. Everyday economy came to a halt for two 
months. The recovery rate was slow and economic survey indicated 
slowdown in the country's growth rate in the first quarter of 2017 (Tharoor, 
2017). The Economic Survey 2016-17 by Chief Economic Advisor to the 
government states that "demonetization is an aggregate demand shock, 
an aggregate supply shock, an uncertainty shock, and a liquidity shock." 
(Ministry of Finance, 2017). 

Data released by Ministry of Finance shows that pre-demonetization GDP 
was at 7.7 percent which slowed down to 5.7 percent within six months 
after  demonetization. The sectors that performed badly were, 
Manufacturing, which was growing at 10.7 percent in quarter one of 2016- 


17 reduced to 1.2 percent growth in quarter one of 2017-18, Mining and 
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Construction declined from 1.8 in quarter one of 2016-17 to -0.7 in quarter 
one of 2017-18. Although, data fails to acknowledge any serious impact of 
demonetization on agriculture, but it was the cash intensive sectors which 
showed the biggest slow down. The most recent quarter (quarter 2) of 
2017-18 showed increasing growth of 6.3 percent (Ministry of Finance, 
2018). The fact cannot be ignored that cash intensive sectors are still 
underperforming, especially agriculture sector. 

There are convincing facts that show how demonetization and re- 
monetization worked in the direction opposite from the actual 
objectives. The one of the main objectives was to tackle black money 
hoarding in cash. According to the RBI’s annual report 2016-17, 
estimated value of 500 rupee and 1000 rupee notes returned into the 
banking system amounted to 15.28 trillion rupees (Reserve Bank of India, 
2017b). This amount stood at 98.96 percent of demonetized money. The 
figure suggests that most people who had black money have found their 
way to convert them into white, as most of the black money found their 
way back into the banking system without anybody getting caught. 
Popular belief that people holding large amount of illegal cash would be 
caught actually failed. Hence, objective to tackle black money failed. 
Former Prime Minster of India, Dr. Manmohan Singh (2016) in parliament 
called demonetization an "organized loot and a legalized blunder". 
Another main objective of demonetization was to achieve digitalization 
and a cashless economy. Even that had unsatisfactory results. It is 
claimed that digital transactions increased post demonetization. The 


data published by the RBI suggests that the increase in digital 
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transaction was not at a big scale. In November 2016 electronic 
payment consisted of 671.5 million in terms of volume and 94004.2 
billion in terms of value, which sharply increased to 957.5 million in 
volume and 104055.3 billion in value in December. In January 2017, it 
was 870.4 million in volume and 97011.4 billion in values (Reserve Bank 
of India, 2017g). The month after demonetization shows a sharp increase 
in digital transaction. However, it was the same period when the 
economy experienced liquidity crisis when people had no choice for 
cash. Two months after demonetization in January 2017, digital 
transaction increased but at decreasing rate. AS more and more cash 
came into the economy, the preference for digital transaction reduced. 
This indicates that there no drastic change in preference for digital 
transaction. 

More than a year after demonetization, India is still facing cash shortage. 
Ministry of Finance issued a statement briefing that there are reports of 
cash shortage and the ATMs running dry and non-functional in some parts 
of the country. It said there is unusual spurt in currency demand in the 
country. Only in the first 13 days of April 2018 the currency supply 
increased by 450 million rupee. The unusual cash demand was seen more 
in some states of the country like Andhra Pradesh, Telangana, Karnataka, 


Madhya Pradesh and Bihar (Ministry of Finance, 2018b). 


Further, the RBI issued a statement clarifying that there are some 
logistical issues, but the government has adequate supply of currency to 
meet the entire demand and the printing of notes has been ramped up in 
all the four note presses (Reserve Bank of India, 2018d). There is a lack of 
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clarity regarding the reasons for an unusual demand of currency in the 
economy. According to former Prime Minister Dr. Manmohan Singh (2016), 
demonetization has weakened the trust in the currency system and the 
banking system. One of the potential reasons can be the psychological 


feeling in public that it is better to keep in pockets rather than banks. 


As a percentage of GDP, currency in circulation was at 11.3 per cent as 
on April 27, 2018. This is close to the pre-demonetisation levels of 12 
per cent of GDP, according to Nomura Global Research (Indian Express, 
2018). The current cash to GDP ratio indicates that the economy is 
nearly back to the level seen before demonetization. What is more 
interesting to note is the money supply as on 1* June 2018 stood at 19.31 
trillion rupee compared to pre-demonetization which was 17.97 trillion 
rupee (Reserve Bank of India, 2018a; 2016b). Hence, currency post- 
demonetization is more compared to pre-demonetization yet there is cash 
shortage felt in many parts of the country. There was no currency 
shortage pre-demonetization even when money supply in the economy 
was less compared to present money supply. Despite having more cash 
than planned, the government is still printing the money in all its four note 
presses (Reserve Bank of India, 2018c). All these evidently suggest that the 
objective of the government to go cashless or have less cash in the 


economy failed miserably. 


As there is no official statement from the government to understand the 
situation, people are coming up with potential theories to understand 


sudden cash crunch and the ATMs running dry. According to Economic 
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Affair Secretary Shubhash Chandra Garg (2018), “the potential reason for 
shortage can be the circulation of Rs 2,000 notes in the market but off we 
have noticed that there has been a lesser inflow coming back in the 
circulation. We have not got this investigated, but you can assume this is 
the one note which most suitable to hoard as this is a high value note”. 
The total value of the 2000 notes rupee in circulation as on end of March 
2017 comprise of 50.2 percent of the total bank notes in circulation 
(Reserve Bank of India, 2017b). One needs to keep in mind that India 
replaced its 1000 rupee note with even an even higher denomination note 
of 2000 rupee and the government printed them in large amount. To curb 
corruption, the old currency note was replaced with even higher 
denomination note which is very unusual, because higher denomination 
note is easy to use in black market. According to Indian politician 
Dr.Shashi Tharoor (2017), the demonetization reflects lack of elementary 
planning on the part of the government. Among whom the poor are the 
worst hit who depends on cash for their daily survival. The Harvard 
Business Review (2016) said, "this unfortunate crisis is a case study in 
poor policy and even poorer execution. Unfortunately, it is also the poor 
that bear the greatest burden." The fact is, 98.96 percent of demonetized 
money was legally exchanged without anybody being punished and there 
is more money supply in the economy post demonetization with printing 
of currency still going on. Thus, we can conclude that objective of tackling 
black money and cashless economy remains unachieved. The objective of 
counterfeit and terrorism was beyond the purpose of this research; hence 


no comment has been made on that. 
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Chapter 2: Agriculture 


India is home to world’s largest rural population, consisting of 833 million 
people and will remain the home to world largest rural population even in 
2050 (Census of India, 2011). Of the 1.32 billion Indian 66 percent of them 
lives in rural (World Bank, 2014). Agriculture is the largest source of 
livelihood in the country and rural India is majorly dependent on 
agriculture. It employs 54.6 percent of total employment in the economy, 
contributing to 15.1 percent in the GDP share (Department of Agriculture, 
Cooperation & Farmers Welfare, 2016a; 2017a). Agriculture represents rural 
India. Even though it is the largest source of livelihood, its contribution to 
GDP remains low. It is clear that agriculture sector is under-performing. 
Further research will examine the impact of demonetization on agrarian 


economy. 


2.1 Rural India 


Rural India is dominated by cash transaction (Mehta, et al., 2016). Some of 
the crucial factors such as electricity in some villages, digital connection, 
banking facility, education to operate smart phones etc., remained low 
and this created big chaos during time of demonetization (CS, 2017). 
According to me, the two broad reasons for rural India getting more 
affected is, first, rural economy is majorly cash dependent, this cash 
shortage can bring the rural economy to a halt. Second, the financial 


infrastructure and bank accessibility is lower compared to urban India. 
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The rural India has a system that is open to credit, barter and cash. 
Majority of farmers who are small, marginal and tenants do not have 
access to formal bank credits. So, farmers generally borrow money from 
different individuals for fertilizers. Everything depends on borrowing for 
most Indian farmers. Because of demonetization the entire liquidity 
disappeared and there was nobody to lend money to them (Tharoor, 2017). 
The imposition of demonetization has damaged the lives of the farmers 
to a great extent because of inadequate banking system and limited 


cash. 


The report published by the Government of India (2016), states that 40% 
of India’s population remains outside formal banking system. Over 93% of 
the people in rural India are not engaged in any digital transactions. The 
current financial infrastructure is inadequate to cover the entire 
population of India. There are initiatives by the government and banks to 
bring large sections of unbanked population under the formal financial 
system, but still notable portion of Indians are deprived of the basic 
banking and financial facilities mainly due to lack of last mile connectivity 
(PwC, et al., 2015). So, the real problem lies there. The Indian financial 
system should redesign their financial products to suit the needs of the 
India’s unbanked population and find innovative ways to reach out to the 
poorest section of the society. One needs to question that if 
demonetization was an appropriate move when such a huge number of 
India's population remains outside banking system. There were no special 
measures taken to connect the unbanked population to the banking 
system during demonetization period. 
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On 28th august 2014, Prime Minister Narendra Modi launched Pradhan 
Mantri Jan-Dhan Yojana (PMJDY) scheme as a national mission for financial 
Inclusion. The aim of the PMJDY scheme is to ensure financial services to 
the vast sections of the disadvantaged and low-income groups. It includes 
basic services such as credit, saving, insurance/payments and remittance 
facilities. PwC (2015) report, points out that in 2015 the number of 
unbanked population in India was 233 million. However, it was half the 
number it was in 2011, at 557 million. This was particularly because of the 
Pradhan Mantri Jan Dhan Yojana (PMJDY) scheme (Venkataramakrishnan, 
2018). 

Pre-demonetization bank account opened in rural area under PMJDY stood 
at 156 million. Within just three months after demonetization on 1 
February 2017, the rural account open stood at 166 million, an increase of 
10 million accounts, but as on 1* August 2018 the total number of bank 
account opened in rural India under PMJDY stood at 190 million 
(Government of India, 2018). However, data also reveals that there is 
exclusion and poorer sections of the society have been unable to access 
the financial services from organized financial systems (Sherline, 2016). 
The first three months of demonetization was a period of acute cash 
shortage. These three months witnessed an opening of 10 million rural 
accounts, mainly due to severe cash shortage, but as more cash came 
into the economy accounts opened under PMJDY reduced drastically. Later 


only 23 million accounts were open in rural India in one and half year. 
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Even if we assume that new bank accounts were opened in rural India, 
reaching the banks still remained difficult and inconvenient. A Rural Indian 
had to travel too far to exchange the old notes and many had to return 
empty handed due to cash shortage in banks. Demonetization has put the 
already stretched industry under further strain. India has only 13.4 bank 
branches per 100 thousand adults (Venkataramakrishnan, 2018). This comes 
down to an average of 7462.3 thousand people per branch. Further, rural 
India has limited branches leading to a population of 12,600 to 15,700 per 
branch (Reserve Bank of India, 2012). This causes immense pressure on 
banks to manage such a big number of demands and it also made life 
difficult for the rural Indians. There was a dire need to strengthen the 
financial systems and infrastructure before the implementation of 
demonetization, so that it could have handle the pressure of 
demonetization more effectively. The banking system was not only 
unprepared, but also inadequate in its capacity to reach the poorest 


section in rural India. 


On top of that agrarian economy in India is highly cash centric as both 
input and output channels works predominantly on cash transaction. All 
the activities such as payments made to labours, sales, transportation, 
distribution, storage etc is dependent on cash. The whole input-output 
channel along with the prices was greatly affected. Many farmers were 
unable to purchase good quality seeds from the market and used old 
seeds from the last year’s harvest (Thomas & Krishnamurthi, 2017). Many 


farm products are perishable in nature and so the suppliers were not 
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purchasing from the farmers due to liquidity crisis. Eventually many 
vegetables remained unsold and wasted (Shah, 2017). A farmer in Hassan 
district of Karnataka states that there were no purchaser of their crops 
due to cash crunch. Another farmer in Shivamagga district states that he 
was unable to pay to the labourers who had worked on farm (Sinha & Rai, 
2016). Limit on withdrawal of cash disabled farmers to employee the 
labourers for harvesting. Hence, there was huge unemployment faced by 
the agriculture labourers who were completely dependent on agriculture 
work 

There are incidences of farmers using the old seeds (Sinha & Rai, 2016). 
The use of old seeds may lead to a poor harvest, which may not generate 
good prices for the produce, leading to low income of farmers even for 
next harvesting season. Such anecdotal evidences highlight the fact that 
cash crunch has affected every stage of agriculture intensely. The loss of 
income, loss of output produced (wastage as produce goes unsold) 
together with social and economic costs. Thus, it has a huge negative 


multiplier effect which seems to last longer. 


Since the last 30 years the agriculture productivity growth has remained 
stagnant by averaging roughly to only 3 percent (Department of Economic 
Affairs, 2018). There are plenty of problems: farm revenue declining in 
spite of increasing production and falling market prices for the crops, 
inadequate access to irrigation, high dependence on rain water, lack of 


modern technology, lack of access to formal credit (Department of 
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Agriculture, Cooperation and Farmers Welfare, 2017b). Along with all these 
issues, demonetization intensified the situation of farmers in India. 

There are two main harvesting season in India, Kharif season and Rabi 
season. Kharif crop involves sowing in June and harvests ranges from 
October to January depending upon crop varieties. The period of Rabi 
season is winter and summer, typically runs from November to 
February/March and summer between February and June (Indira Gandhi 
Institute of Development Research, 2017). Demonetization was announced 
when the farmers were ready to sell their Kharif crops and were about to 
sow the Rabi crops. It negatively affected the farmers in both the ways - 
as sellers and as buyers. Farmers were unable to sell the recently 
harvested summer crops and could not purchase new seeds for coming 
winter sowing season due to cash shortage (OECD, 2017). Specially, 
farmers engaging in the production of perishable horticultural products 
such as fruits, vegetables, fishes, etc suffered the most, due to the 
perishable nature of the crop. The demonetization led to reduction in price 
of many crops specially fruits and vegetables. There was reduction in 
production and consumption expenditure, at least in the short run (Singh & 
Panwar, 2017). 

A research done by Indira Gandhi Institute of Development Research 
(2017), reveals that the impact varied among different categories such as 
perishable and non-perishable, Kharif and Rabi crops. Trade value 
collapses much sharper in perishable goods than non-perishable, as shelf 
life of perishable goods are much less compared to non-perishable goods 


which can be stored and sold later when prices recover. The reason also 
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depends on supply and demand forces. In perishable goods, only the 
demand shrunk reducing only the prices, whereas, in non-perishable crops 
both demand and supply shrunk. Among perishable crops, tomato prices 
declined to as much as 47 percent due to demonetization and lemon 
prices were decline by 46 percent in the week following the 
demonetization. 

Kharif crops were affected more than the Rabi crops. The peak time for 
paddy, soybean and cotton is Kharif season (Indira Gandhi Institute of 
Development Research, 2017). In Punjab, farmers sold peas at Rs.30/kilo a 
year ago which reduced to Rs.7/kilo two months after demonetization 
(Tharoor, 2017). The impact on kharif crops was the hardest were there 
was minimal intervention by the government followed by perishable crops 
where farmers had no choice to storage. On the other hand, those crops 
were least affected where farmers were well organized or where the 
government actively intervened. Findings therefore suggest that 
monetary contraction due to demonetization impacted arrival and prices. 
Prices had a more lasting impact (Indira Gandhi Institute of Development 
Research, 2017). This liquidity crisis has damaged farm production, farm 
prices, and agricultural credit repayments. 

“Price fluctuations are a common feature of well-functioning agricultural 
product markets, but when these become large and unexpected, volatile, 
they can have a negative impact on the food security of consumers, 
farmers and entire countries.” (Patel, 2017). This large volatile fluctuations 
in prices during demonetization increases the insecurity of food supply, 


reduces the farmers income, increase the wastage of produce, and 
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increasing the social and economic unrest. To protect the farm producers 
against the sharp fall in the price the government of India sets minimum 
support price (MSP). The government of India announced MSP at the 
beginning of the sowing season. The MSP is the guarantee price for their 
produce from the government. In case the market price falls below the 
MSP, the government agencies purchase the entire quantity offered by 
farmer at announced MSP. However, not all crops are secure by MSP. 
There are only 22 crops which come under MSP and no fruits or 
vegetables are covered by MSP (Farmers Portal, 2018). Therefore, many 


farmers are not guaranteed prices of their harvested crops. 


Agricultural Produce Market Committee (APMC) is a statutory formed by 
the state government. The APMCs were introduced to protect farmers 
from the exploitation of intermediaries and traders to ensure better prices 
and timely payments of their produce through auctions. Farmers in India 
have to compulsorily sell their produce through APMCs. So, APMCs prevent 
farmers to directly engage with intermediaries, traders, manufacturers, 
retailers. Over a period of time, these APMCs have acquired a status of 
monopolistic and restrictive markets. This has created a negative impact 
on the farmers rather than helping them to realise remunerative prices for 


their crops (Indian Economic Service (IES), 2015). 


85 per cent of farmers in India are small and marginal having land holding 
of less than 2.00 hectares (Department of Agriculture, 2015). Most of these 
farmers sell their goods to traders in their villages or nearby towns. 


Significant share of the trade passed through these mandis directly or 
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indirectly. Mandis is the key channel for a lot of farmers in India (Indira 
Gandhi Institute of Development Research, 2017). Three prices are reported in 
mandis, the minimum price at which the lot is traded, the maximum price 
as well as the modal transaction price. Minimum prices prevail during 
crisis (Indira Gandhi Institute of Development Research, 2017). The Reserve 
Bank of India (2017f), reported that prices crashed below the minimum 
support prices (MPS) in some of the mandis. Farmers have been unloading 
produce below cost not just below minimum prices as no one has money 
to purchase their freshly harvested crops (Tharoor, 2017). There is an 
urgent requirement for policies to come in place where it can at least 
guarantee a minimum price for all their crops and not just selected few 
crops. This action is immediately needed especially in perishable items. 

A research conducted by Indira Gandhi Institute of Development Research 
(2017), also revealed that old currency notes were accepted for payments 
in mandis at discount despite the ban. Across the mandis, a schedule of 
prices for the crop was decided, depending on whether one was trading in 
the new or the old illegal currency. There were reports which highlighted 
that those people who possessed black money were buying agriculture 
produce rather than depositing it in the bank. It was found that goods 
were passing different hands and not money. So, this suggests that 
farmers, traders and agents were transacting on credit. In some cases, 
multilateral arrangements occurred where farmer bought inputs for next 
agricultural sowing from the family members of traders who they had just 
sold to on credit, therefore, settling transaction in kind. In each of these 


cases the demonetization has impacted saving and consumption (Aggarwal 
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& Narayanan, 2017). Many Illegal activities from using old notes to buying 
produce with black money happened under the name of agriculture 
transaction in APMCs. All these went unrecorded and unobserved by the 
government. It can be observed that in all this, actual deprived farmers 


were the one who suffered. 


2.2 DCCBs and PACS 


The Reserve Bank of India and Ministry of Finance issued notifications 
concerning the agriculture sector, which employs more than half of India’s 
population. The Reserve Bank of India introduced separate rules for 
District Central Cooperative Banks (DCCBs) and Primary Agriculture Credit 
Societies (PACS), these institutions are the primary financial institutions 
used by rural population. They are considered life line of the rural 
economy. One of the most controversial decisions made by the RBI was on 
14" of November when it disallowed DCCBs and PACS from accepting or 
exchanging old currency noted and allowed only new currency to be 
issued. The new currency could be issued to existing customer from their 
bank account. Farmers were heavily dependent on DCCBs and PACS, 
when it came to purchasing seeds and fertilizers. This decision suddenly 
forced India’s large rural population to commute to larger villages or cities 
to exchange/deposit old notes (OECD, 2017). 

Farmers had to look for alternative means for purchase of seeds and 
fertilizers which was difficult to find so they ended up using old seeds for 


the next harvesting season. Ideally, the best way to reach rural India and 
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provide new currency was through PACS and DCCBs, but hindering these 
organizations to exchange and deposit old notes meant making the entire 
process of cash availability more challenging to rural India. On one hand, 
rural Indians have to travel far to exchange notes and on the other hand, 
the government has to find other ways to reach rural India. 

The RBI never stated the official reason for putting this restriction in place, 
but it is speculated that the government and the RBI were concerned 
about unusual large cash deposits at DCCBs and PACS soon after the 
demonetization announcement. Between 8" and 14^ November, DCCBs in 
17 Indian states received deposits of approximately 90 billion rupee. The 
RBI questioned the source of wealth of these marginal rural people, 
raising concern that DCCBs were used to park the unaccounted money 
and launder the unaccounted income (Economic Times, 2016). In fact, more 
than 70 percent of deposits in cooperatives in India came from Kerala 
alone (Tharoor, 2017). After the RBI notice, these institutions temporarily 
suspended its operations and around 372 DCCBs and more than 93,000 
PACS came to a standstill (Mathew, 2016). One of the objectives of 
demonetization move was to tackle black money. When the government 
knows they have to catch people who would try to exchange their black 
money through various means it should plan in such a way that makes 
extremely difficult for any black money holder to exchange the money 
legally. Ceasing the operations of DCCBs and PACS reflected poor 
planning and implementation of demonetization. 

This decision resulted in intense agitation amongst the employees of 


DCCBs and prominent farmer groups which represented over 20 million 
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farmers in the country. Protests were widely seen in states like Gujarat, 
Tamil Nadu, Karnataka, Maharashtra, Kerala and Uttar Pradesh which 
lasted from mid-November to January and it was particularly well 
supported in southern states of Kerala and Tamil Nadu, which has the 
largest cooperative banking systems in the country (National Federation of 
State Cooperative Banks, 2017). Cooperative Banks went to regional high 
courts and the supreme court of India against the government rules on 
demonetization. In states of the BJP (national party), representatives 
distanced themselves from the demonetization out of the fear that the 
policy would weaken the upcoming political campaigns in the state 
elections in 2017 (OECD, 2017). It was evident that farmers strongly 
objected the decision of disallowing DCCBs and PACS to exchange or 
deposit old notes. The whole rural economy was already severely affected 
by demonetization and disallowing PACS and DCCBs to exchange and 
deposit old notes impaired it further. 

The pressure from the rural sector led to the government launching series 
of notifications to reduce the distress in rural India. Just after nine days of 
demonetization on 17" November merely three days after the 
government disallowed DCCBs and PACS to exchange or credit old notes, 
a notification was issued by Ministry of Finance, allowing the RBI to modify 
the cash withdrawal limit for farmers up to twenty-five thousand rupee 
from loan and deposit accounts, whereas, other non-farmers even in 
urban area were allowed to withdraw only ten thousand rupee (Ministry of 
Finance, 2016a). Economic Survey of India (2017), mentions that a cash 


shortage was particularly pronounced in the rural areas during 
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demonetization. It indicates that, despite this move, new currency notes 
were slow to reach rural areas. Even the new measures issued by the 
government did not change much for rural Indians. Merely, increasing the 
cash withdrawal limit did not guarantee the cash availability with the 
bank. Further, these measures are only seen benefiting the economically 
sound farmers, as only those farmers will have money in their bank 
account not deprived farmers. 

National Seed association of India wrote to the Prime Minister requesting 
to allow the use of old 500 rupee and 1000 rupee note to purchase inputs 
for farming and animal feed. This need was justified by stating that the 
Rabi season was in full swing and the farmers needed to purchase the 
seeds. During that time, in state of Bihar, the maize sowing had been 
delayed and in state of Uttarakhand, wheat sowing had not started 
(National Seed Association of India, 2016). This could lead to huge agriculture 
losses across the nation. Agriculture is a sensitive sector for which special 
measures were required that could support the distress of farmers. As 
even a Slight delay in the decision could risk the livelihood of millions. 
Again, on 20 of November, the Ministry of Finance responded to the 
protest and the letter written to the Prime Minister requesting to allow the 
use of old notes. It passed a notification which allowed the use of old 500 
rupee notes for purchase of seeds from the government affiliated bodies 
i.e. centres, units or outlets belonging to the Central or State 
Governments, Public Sector Undertakings, National or State Seeds 
Corporations, Central or State Agricultural Universities and the Indian 


Council of Agricultural Research (Minstry of Finance, 2016b). The state 
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government of Telangana along with the bank issued coupons that could 
be used to trade in the agricultural market and also can be encashed 
(Indira Gandhi Institute of Development Research, 2017). This notification 
which allowed the use of old notes was a step-in favour of the farmers. At 
the same time, it ensured that no other transactions are carried out from 
old notes and only agriculture seeds were being bought that too only from 
the government affiliated bodies. 

Prime Minister asked for 50 days for things to normalize but things were 
far from normal in 50 days (Prime Minister Narendra Modi, 2016a). It is 
evident that much time will be needed to normalize the economy and 
people’s life. The immediate measure that is required to be taken is 
making cash available in the remotest area in India. It will be a big 
challenge, especially because India’s financial infrastructure has not 
reached the remote India. Time and again the government and the RBI 
have come up with new notifications and rules to withdraw money which 
only reflect poorly on the Prime Minister’s office, Finance Minister’s office 


and the Reserve Bank of India. 


2.3 Inflation 


As per a contradictory monetary policy, decreasing money supply will 
reduce the inflation in the economy. So, the same policy also holds true in 
case of India, when money supply was reduced even though it was to 


achieve other objectives but the obvious effect on inflation cannot be 
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ignored. In case of India, money supply was reduced by 86 percent, so it 


definitely had significant effect on inflation, which was clearly noticeable. 


Inflation was rising during the first few months of 2016-17 which was 
driven by food prices, outweighing favourable base effect. During 
monsoon season, inflation started declining further emphasizing on falling 
food prices, especially of vegetables, because of demonetization in 
November 2016 (Reserve Bank of India, 2017b). India is a growing economy 
with increasing demand and spending. As demonetization happened 
which led to less money supply in the economy, people started spending 
less and inflation started falling. It is not favourable for the growth when 


emerging economies experience falling inflation. 


Since the time of demonetization, the Food inflation kept on reducing on a 
monthly basis. Vegetable prices declined by 6.2 percent in November 
2016 to further reduce by 11.7 percent in December 2016. Pulses amount 
to 5 percent in food group. It contributed significantly to the large swing. 
Its representation shifted from 12.6 percent to -3.6 percent in the second 
half of the year. The perishable items in the food group are considered the 
driving forces for the collapse of food inflation (Reserve Bank of India, 
2017b). Falling food prices can be an advantage for the lower and middle- 
class Indians but it hurts the farmers. When prices fall, farmers don't get 
good prices for their crops which results in reducing their income. 
Specially, those farmers who had engaged themselves in perishable items 


suffered the most. 
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An assessment done by the Reserve Bank of India (2017f), highlights that 
decline in prices in the CPI vegetables is mainly driven by potatoes, onions 
and tomatoes which collectively consist of 40 percent share of CPI 
vegetables sub weight. Fruits and vegetables have always been cash 
intensive and due to demonetization, cash ran dry which led to 
compression in demand for fruits and vegetables. There are anecdotal 
evidences pointing to distress in sales by farmers. Hence, demonetisation 
induced supply chain disruptions, which could have pushed up prices, 
seemed to have been more than counteracted by demand compression 


and distress in sales of vegetables. 


“The entire fall in inflation during November 2016 to January 2017 can be 


t 


explained by the deflation in prices of vegetables and pulses. “- Reserve 
Bank of India (2017d). The sharp fall in the food inflation by 240 bps 
between November 2016 and January 2017 led down headline CPI 
inflation by 100 bps to 3.2 percent in January 2017. This is considered to 
be the lowest inflation reading since the publication of all the India’s CPI 
inflation series. Inflation excluding vegetables shows only a moderate 
change (Reserve Bank of India, 2017f). The moderate change of inflation 
excluding vegetable sub group suggest the larger role of vegetable sub- 


group in sharply reducing the inflation in months following the 


demonetization. 


This rapid disinflation in the food group declined headline inflation month 
by month except February and March 2017. In the June 2017, it went 


down to historic low of 1.5 percent. The 2016-17 year ended up with 
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inflation of 3.6 percent in quarter 4, undershooting the The RBI's 
projection of 5 percent (Reserve Bank of India, 2017b). Food prices are 
always very volatile, and demonetization deeply affected volatile nature of 
it. This ended up making food prices extremely weak. In June 2017, eight 
months after demonetization the effects still remained strong. It is difficult 


to say how long the effects will remain going further. 


2.4Introspecting Tomato and Onion Crop 
This part will examine the impact of demonetization on tomato and onions 


in three states of India namely, Karnataka, Maharashtra and Madhya 
Pradesh. To examine the impact, the price and arrival data will be 
analysed and compared with both, pre-demonetization months and 
previous year i.e., 2015-16. Base year will be 2016-17 with special focus 
on November and post-November months. Potato, onion and tomato 
together hold 40 percent share in the vegetable basket. Hence, tomato 
and onion, the two of the main crops in vegetable basket are selected for 
the study. Maharashtra, Madhya Pradesh and Karnataka are the major 
producer of onion and tomato, so these three states are selected for the 
study. Further this section will use anecdotal evidences. The data has 
been taken from Horticulture Statistics at the Glace, Department of 
Agriculture, Cooperation and Farmers Welfare, Ministry of Agriculture and 
Farmers Welfare, Economic Survey of India, Reserve Bank of India, and 


India Metrological Department. 
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Rainfall plays a dominant role in the agriculture industry. Rainfall in India 
is highly variable over time and space, leading to floods in some and/or 
drought in other parts of the country. Seventy five percent of rainfall is 
received in four months of June to September. In 2016-17, country 
received annual rainfall of 91 percent of its normal rainfall of 118.7 cm 


(India Meteorological Department, 2017). 


Map: Annual Rainfall 2016-17 
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urce: (India Meteorological Department, 2017). 
Table 2.0: State-wise Rainfall Received 


STATES / UTs ANNUAL Annual 


38|Page 


Surplus/Deficit 


A & N ISLAND (UT) 
ARUNACHAL PRADESH 


-3% 


ASSAM 


MEGHALAYA 
NAGALAND 


MANIPUR 


MIZORAM 
TRIPURA 


SIKKIM 


WEST BENGAL 
ODISHA 


JHARKHAND 


BIHAR 
UTTAR PRADESH 


UTTARAKHAND 


HARYANA 
CHANDIGARH (UT) 


DELHI 


PUNJAB 
HIMACHAL PRADESH 


JAMMU & KASHMIR 


RAJASTHAN 


GUJARAT 


DADRA & NAGAR HAVELI (UT) 
DAMAN & DIU (UT) 


GOA 


CHHATISGARH 


ANDHRA PRADESH 


TELANGANA 
TAMILNADU 
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PUDUCHERRY (UT) 655.6 -53% 


KERALA 


LAKSHADWEEP (UT) 


Source: (India Meteorological Department, 2017). 


For the last four years, the level of real agriculture GDP and real 
agriculture revenue has remained constant due to weak monsoon 
(Department of Economic Affairs, 2018). The good monsoon in 2016-17 has 
resulted in positive output of several important crops and pulses. The area 
coverage under Kharif crop increased to 186.68 lakh hectares compared 
to 178.62 lakh hectares during 2015-16, which were a monsoon deficit 
year. Even area coverage of pulses increased by 27.96 hectares. 


(Department of Agriculture, Cooperation and Farmers Welfare, 2017b). 


Some states which received excess rainfall in 2016-17 were Maharashtra, 
Madhya Pradesh, Rajasthan, Telangana, and Chhattisgarh. While some 
states faced lack of monsoon due to uneven distribution of rainfall in the 
country, some states of south India such as Karnataka, Kerala, and Tamil 
Nadu receive lack of monsoon. The rainfall details of the three states 
selected for analysis are as follows: In 2016-17, Madhya Pradesh received 
15 percent more rainfall than normal, Maharashtra received 11 more 
rainfall than normal, and Karnataka received deficit rainfall by -26 percent 


(India Meteorological Department, 2017). 
Note for the table no. 2.1 to 2.6 


e The figures of arrival and price in all 6 tables i.e., from table 2.1 to 


2.6 is extracted from the report of horticulture statistics published 
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by Department of Agriculture, cooperation and farmers welfare, 
government of India. (Department of Agriculture, Cooperation and 
Farmers Welfare, 2016b; 2017c) 

e The arrivals in each state is not directly connected with production 
of a particular state because arrival also comes from neighbouring 
state. 

e Increase and Decease of arrivals and price are calculated in 
comparison with previous years, not previous month, unless 
mentioned. 

e All the prices are tables are in Quintal. 


e All the arrivals are in 000'MT. 


Onion 
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Table 2.1 


Madhya Madhya 
Pradesh 2015- Pradesh 2016- 
16 17 


Increas | Increas 
e/ e/ 
Decreas | Decrea 
e in se in 


Arrival Arrivals | Price 


Arrival 


52871.06 


70493.77 


33% 


-34% 


150874.4 
1 


61126.99 


-59% 


-53% 


112325.6 
6 


160448.7 
8 


43% 


-51% 


31782.14 


52349.43 


65% 


-64% 


Sept 


17370.25 


13293.7 


58434.78 


47062.83 


236% 


-81% 


October 


37838.17 


37075.14 


Nov 


81697.63 


43143.54 


Dec 


49736.18 


7239.71 


Jan 


49553.13 


42313.55 


March 


43838.6 


57776.55 


34333.94 


37056.75 


Total 
Arrival 


698957.4 
8 


651079.2 
1 


Total 
Producti 


2848 


3254.52 
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Madhya Pradesh: The total production increased by 14 percent in the year 
2016-17, the major probable reason for an increase in production can be 
good monsoon. Despite of increased production the arrivals decreased by 
7 percent. Pre-demonetization (until November) period the arrivals had 
been high in all the months except May and October in comparison with 
last year. In some months arrivals were increased by as high as 236 
percent and 254 percent. Due to high supply the price was low. However, 
there was sharp fall in the arrivals since November 2016 along with falling 
price. November and December had the lowest arrivals in the entire year. 
In November 2016, the arrivals were almost half compared to previous 
year and in December arrival decrease by 86 percent i.e., from 49,736.18 
(000'MT) to just 7239.71 (000'MT). Inferring that supply is much lower 
price ideally should be higher due to supply shock, but that was not the 
case. Since, the November the arrivals had been reducing. The reduction 
in arrival is highly correlated with the time of demonetization. Therefore, 
chances are high that demonetization event could be the reason for 


reduced arrivals and imbalanced in supply and prices. 
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Table 2.2 


Maharashtra Maharashtra 
2015-16 2016-17 
Increas | Increas 
e/ e/ 
Decreas | Decrea 
Month | Arrival | Price | Arrival | Price ee ao 
673.5 
April 404482 | 966.16 | 402856 7 0% -30% 
1145.2 669.0 
May 405816 9| 538031 4 33% -41% 
1484.5 768.3 
June 398314 6| 502522 6 26% -48% 
2021.3 761.2 
July 288917 8 | 279466 9 -3% -62% 
4010.3 669.9 
August | 147228 7| 470648 3 220% -83% 
3819.5 507.9 
Sept 109101 3| 339525 1 21196 -87% 
2671.1 614.4 
October | 184686 9| 335695 9 82% -77% 
1990.0 854.8 
Nov 317470 6| 238615 1 -25% -57% 
1251.1 | 56763.0 | 698.8 
Dec 571233 4 9 1 -90% -44% 
1141.8 594.6 
Jan 621652 1| 761210 7 22% -48% 
501.8 
Feb 489645 | 792.25 | 692650 9 41% -37% 
530.4 
March 339012 | 685.17 | 494427 7 46% -23% 
427755 511240 
ait 5 I 20% 
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Total 


on 


Producti 


6529.3 


6773.08 


4% 


Maharashtra increased its total production by 4 percent in 2016-17 and 


arrivals increased by 20 percent. Until the November 2016, the arrivals 


had been higher compared to previous years in all the months, except 


July. As arrivals were high price were low, but during the November and 


December, the supply and price both went down. Specially in December, 


the supply went down by as low as 90 percent compared to last year 


same time. 


From January the supply again increased. This unusual 


decrease in arrivals is highly correlated with period of demonetization. 


Table 2.3 
Karnataka Karnataka 
2015-16 2016-17 
Increas 
Increase | e/ 
Arriva /Decreas | Decrea 
; R ; ein se in 
Month 1 Price Arrival Price Arrivals Price 
1143.4 
April 74307 6 67877 | 603.65 -996 -4796 
1233.0 
May 60222 7 72818 | 612.66 2196 -5096 
1638.1 
june 61088 5 68093 | 657.49 1196 -6096 
1972.4 
July 59285 3 70056 | 771.88 18% -61% 
3062.8 
August 84294 5 82247 | 688.72 -2% -88% 
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17002 | 2943.5 
Sept 4 6| 129690| 668.99 249. | -77% 
24732 | 2014.1 
October 7 2| 260414 | 668.74 599| -67% 
12878 | 1563.3 
Nov 7 3| 261784 | 813.34 103%]  -48% 
1062.8 
Dec 85741 1| 473.48) 805.04 99%] — 249 
1036.6 
Jan 61788 8| 76280) 715.44 22%] -31% 
Feb 53158 | 810.99|  60602| 744.23 14% -8% 
March | 78081| 634.66|  81058| 733.55 4% 16% 
11641 1231392 
oa | os : s% 
Total 2695. 
EE 99 2767.98 3% 


In case of Karnataka, the production increased by 3 percent and arrival by 
6 percent. Here price and arrivals of onion does not show much impact in 
November. There is only one unusual noticeable thing i.e., arrival in 
December. The extreme skewness of arrival in December in hard to 
understand. The arrival of December 2016 was down by 99 percent 
compared to December of 2015 i.e., just 473.48 (‘000 MT) compared with 
85,741 (‘000 MT). Even in comparison with previous month it decreases 
by more than 100 percent. The drop-in arrival from 261784 (000'MT) to 
473.48 (‘000 MT) within 30 days is extreme intense. The more difficult 
thing to understand is there was no drop in arrivals in November i.e., 
Demonetization month, but it was after one month of demonetization 
which was unusual. When farmers hardly sell anything, they hardly earn 
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anything. They might not even be able to recover their incurred cost, 


leave aside the profit. This makes livelihood of farmers in danger. 


Findings by Indira Gandhi Institute of Develooment Research suggest that 
prices and arrivals both were affected by demonetization (above). Our 
analysis of onion suggests that arrivals was more affected by 
demonetization than price. The price of onion had remained low in the 
year 2016-17 compared with 2015-16 in all the three states mainly due to 
higher supply. The arrivals have been more volatile compared to price in 
2016-17. In Madhya Pradesh and Maharashtra there was sharp decrease 
in arrival in APMCs during demonetization period along with falling prices. 
Whereas, in Karnataka there was only month of December that witness 
unusual hit in the supply. Therefore, according to the official data we can 
conclude that Madhya Pradesh was affected more followed by 
Maharashtra which shows impacts for 2 months and Karnataka in the end 
which only show one-month impact. There are anecdotal evidences that 


reports much lower price of onion than the official figures in some cases. 


Anecdotal Evidence: Case of Mandsuar, Madhya Pradesh 


Hindustan Times (2016), reported that in Mandsaur district of Madhya 
Pradesh, onion farmers were forced to sell onion at as low as Rs.1 per kg. 
While, many farmers were throwing away their produce. However, the 
official figures published by the government records price of onion in 
November at Rs.5.5 per kg (Department of Agriculture,Cooperation and 
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Farmers Welfare, 2017c). There is significant difference between the price 
reported by Hindustan Times and price published by government of India 
i.e., Rs.1 versus Rs.5.5. In Lasalgaon APMC (India’s largest onion market) 
onions were sold at the price between Rs.5 to Rs.7 per kg (India Spend, 
2017). Here again, price slightly differ from the official government price 
that was Rs.8.5 per kg in Maharashtra (Department of 
Agriculture,Cooperation and Farmers Welfare, 2017c). In both the state 
Maharashtra and Madhya Pradesh, the prices reported by newspaper are 
contradicting with the official figures publish by the government. This 
inconsistency of data may suggest some error in figures. It may not 
accurately reflect the impact of demonetization in agriculture, and 


therefore, it may underrepresent the impact with unreliable conclusions 


Due to cash shortage, small traders, who used to bring supply from the 
marginal farmers, have vanished and big traders have formed a cartel 
(Hindustan Times, 2016). Farming community in Mandsaur were already in 
distress due to heavy debt, poor remunerative prices, chaotic system of 
purchase, and poor rural economy. Few months after demonetization 
farmers started protesting for the right price of their produce. During the 


protest five farmers were shot dead by the police (The Wire, 2017). 


When the farmers sold their crops, payments were made in cheques not 


in cash (The Wire, 2017). So, when someone does not have an account, 


how will they encash it? They then must look for a bank, which might be 


48|Page 


very far for which they then have to travel. They have to wait for months 
to get their money. The new currency has hit the farmers hardest. 

Another villager, Ramchandra feels demonetization has broken the rural 
economy. He says (2017), that to go to the market to sell one grain of 
sack takes an entire day for a farmer. The next day, he has to stand in 
queue in a bank to deposit the cheque. A week later he again has to line 
up in queue to withdraw his money. The cheque amounted to one 
thousand rupees but travelling to market and bank costs much to a 
farmer (The Wire, 2017). A farmer and labourer cannot afford to spend 
that much time and money. There is also loss of work for that day. So, 


eventually the money he gets is useless and there is no profit 
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Maharashtr 
a 2015-16 


Tomato 


Table 2.4 


Maharashtr 
a 2016-17 


Increas 
e/ 
Decreas 
e 

in 
Arrival 


Increas 
e/ 
Decreas 
e 
in Price 


399% 


-30% 


247% 


32.5% 


July 


38% 


322% 


August 


Sept 


October 


Nov 


Jan 6 11 9 5 3% -65% 
3458 | 646.4 | 1930| 750.7 

Feb 4 8 2 8 -44% 16% 
4983 1988 | 1064. 

March 2| 809.3 9 29 -60% 32% 

Total 6194 8465 37% 
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Arrival 05 67 

Total 976.5 957.1 

Product 

‘oti 8 7 -2% 


In Maharashtra, the overall production reduced by 2 percent, but arrivals 
increased by 37 percent. Focusing at the time of demonetization, the 
prices of tomato sharply decline. Price kept on declining for next two 
months. In the month following demonetization the tomato was available 
for Rs. 3 per kg, the same tomato was available for Rs.14 per kg in last 
November. Period of November to January represented the highest price 
of tomato in the entire year of 2015-16, whereas in 2016-17, period of 
November to January represented the lowest price. Whereas, supply has 
been much lower post-demonetization compared with pre-demonetization. 
The probable reason for the low supply could be farmers not getting 
better prices for their crops and hence they prefer throwing away instead 


of selling which might be more expensive to them. 


Table 2.5 
Madhya 
Pradesh Madhya Pradesh 
2015-16 2016-17 
Increas  Increa 
e/ se/ 
Pric Decreas | Decre 
. . : e in ase in 
Month | Arrival |e Arrival | Price Arrivals" Price 
566. 
3151.84 | 460.54 
April 2489.58 78 27% -19% 
632. 
10209.2 | 771.39 
May 5438.71 15 88% 22% 
649. 1651.8 
8909.96 
June 7826.69 47 8 14% 154% 
775. 1930.7 
7356.6 
July 6454.35 73 8 14% 149% 
August 7856.19 681 | 10649.2 | 871.99 36% 28% 
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2 
715.1 19263.3 
651.56 
Sept 19803.5 76 7 -3% -9% 
81641.9 | 631.) 23173.2 
645.22 
October 8 95 5 -72% 2% 
633. | 13571.2 
565.93 
Nov 7818.3 58 2 7496 -1196 
797. | 24095.5 
407.67 
Dec 5231.91 61 6 361% -49% 
808. | 11228.5 
243.13 
Jan 6072.49 88 8 8596 -70% 
604. 
4389.67 | 324.04 
Feb 5257.52 05 -17% -46% 
455 
4002.47 | 461.34 
March 4287.61 8 -7% 1% 
160178. 140000. 
Total 
Arrival 83 94 -13% 
Total 
A 2285.9 3102 36% 


In 2016-17 in Madhya Pradesh, the lowest prices 


observed post November i.e., 


of tomato have been 


month following demonetization. The 


arrivals were high for three months following demonetization, but prices 
were much lower compared to the supply. In December 2016 the price of 
tomato was Rs.4 per kg which was Rs.8 per kg last year at the same time. 
Whereas in January 2017, price decline to its lowest in the entire year at 
Rs.2 per kg which was Rs.8 per kg in previous year. If the wholesale price 
for tomato is at Rs.2 per kg, what would have farmers got as profit when 


they sold the tomato to mandis? 
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Table 2.6 


Karnataka Karnataka 
2015-16 2016-17 
Increas | Increase 
e/ / 
Arriva Decrea | Decreas 
Month |1 Price | Arrival | Price KM de " 
1064. 
April 20911, 971.8] 20702 84 -1% 10% 
1654. 2037. 
May 22484 8| 14868 39 -34% 78% 
1237. 3495. 
june 37279 6| 21088 61 -43% 182% 
1360. 1865. 
July 46909 46| 60584 32 29% 37% 
836.5 
August 63369 6 | 104286 | 659.3 65% -21% 
858.9 
Sept 52386 829 | 51675 4 -1% 4% 
1380. 
October | 35001 61| 34338 | 893.8 -2% -35% 
2790. 403.6 
Nov 22983 31| 44300 1 9396 -86% 
1863. 394.5 
Dec 28265 1| 29372 9 4% -80% 
2136. 834.9 
Jan 14023 55| 16901 9 21% -61% 
724.9 1520. 
Feb 17636 8| 16126 43 -9% 110% 
496.2 1458. 
March 20935 4| 20933 64 096 19496 
Total 38218 435173 1496 
Arrival 
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Total 2046. 2138.1 
Producti 
on 14 3 496 


Whereas in Karnataka, month before demonetization the tomato was 
available at Rs.8.9 per kg but within a month price reduced to Rs.4 per kg 
(reduced by 50 percent), and same time last year tomato were sold at 
Rs.27 per kg. In December 2016 the arrivals of tomato were similar to that 
of December 2015, but price exhibit 80 percent lowered. The price merely 
reduced to Rs.3.9 from Rs.18.63 per kg. Also, the month of November and 


December 2016 represented the lowest price in the entire year. 


Research done at Indira Gandhi Institute of Development Research argues 
that price of tomato was majorly affected (above). Also, our finding from 
the official data suggest something similar i.e., there was unrelated 
seasonal fluctuation in prices of tomato and arrivals of onions, which was 
impacted by demonetization. Price and arrivals in agriculture changes for 
number of reasons and one of the strong reasons in this case is 
demonetization. During the period of November - January every year the 
vegetable prices usually exhibit seasonal moderation. However, period of 
November- January 2016-17 which was accompanied by demonetization, 
during this time the reduction in prices and arrivals where more 
noticeable than what has been seen during the corresponding periods of 


previous years. 


Tomato case in Kolar, Karnataka 
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Demonetization has severely affected farmers, traders, commission 
agents, porters, transport agents and truck drivers in Kolar district of 
Karnataka. Kolar APMC market is the second largest tomato market in Asia 
and largest in India. Still, Kolar APMC does not have a single nationalized 
bank branch or an ATM. The branch of Kolar DCC bank operating in APMC 
premise was not in operation since past 8-10 months for a reason 
unknown during the demonetization period. Secretary of APMC Kolar, Ravi 
Kumar said, “Considering the hardships faced by market participants, we 
have started the process of getting a nationalised bank to set up an ATM 
and a branch here” (The Hindu, 2017). This incident shows how poorly 
financial infrastructure is designed at the big trading mandis. Even though 
APMC is formed by the state government, there were no measures taken 
to ensure availability and access of nationalised bank. Financial 
infrastructure only received attention when cash crunch happened during 


demonetization. 


The lack of banking facilities is an infrastructure issue which can be 
resolved sooner or later but Kolar APMC market was working in cash. 
During demonetization workers were spending more time in long queues 
in banks to withdraw money. A lot of the farmers are not educated enough 
to use the bank facilities (The Hindu, 2017). The entire functioning of the 
market was disturbed. If enough cash availability was ensured, farmers, 
traders, truck drivers and everyone involved in the value chain of 


agriculture could have been protected. 
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“Most of the transactions in fruits and vegetables are in cash. So, 
demonetisation has definitely had some bearing.” Brajendra Singh, 
director, National Horticulture Board, told IndiaSpend. Many traders in 
Kolar APMC were hesitating to take orders due to payment issues. 
Farmers were still refusing to accept cheques and demanding cash 
payments. This resulted in increase of part-payments, deferred payments, 
with many traders still making payments in old 500 rupee currency notes 
to farmers. Farmers than had to travel to bank to exchange old currency 
notes and this delayed payments to their workers (The Hindu, 2017). Both 
the parties i.e. traders and farmers were afraid to do transactions due to 
complications in making payments. And, when traders were making 
delayed payments or part payments, it created a chain reaction where 


farmers, labourers and the entire rural economy got affected. 


Sunil Kumar, a farmer in Tondala village, Kolar district lost 3 lakh rupees 
in November when tomato price crashed after demonetization. He had 
made profit of 30 lakh rupees same time last year. In 2016-17 the 
monsoon was good which resulted in better harvest but demonetization 
led to a price crash. The price crashed by 85 percent and there was a drop 
of 110 percent in Sunil Kumar's income (India Spend, 2017). This is a 
common story of many farmers across India. The good monsoon in 2016- 
17 created hope for many farmers for good return of their crops, but the 
government decision of demonetization led to crash of prices and collapse 


of supply and demand in wholesale markets (mandis). 
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“A 15-kg crate of tomatoes traded this year between Rs 30 and Rs 50 
(instead of Rs 700 at its peak),” said Kumar. On December 10, 2016 The 
New Indian Express (2017) reported, that price of tomato crashed to Rs.25 
paisa per kg, but such a low price has not been recorded in official 
government data. Such a low price could give nothing to the farmers. 
Farmers in Chhattisgarh dumped around 45,000 kg of tomatoes on 
national highway due to low price. The price was so low that dumping was 
cheaper for them then selling. All the resources and hard work involved in 
the harvest went in vain. Demonetization caused devastation in the lives 


of millions of farmers across the country. 


Monetary policy report issued by the RBI (20174), clearly states that 
anecdotal evidences points to distress sales by farmers due to perishable 
nature of the crops. Along with that, the fall in retail vegetable price 
seems to have broadly mirrored the fall in wholesale price post 
demonetization. In the second bi-monthly policy of August 2017, the RBI 
noted that demonetization created a transitory effect on price formation, 
which resulted in fire sales and price drops (Reserve Bank of India, 
2017c). The government admits the severe impact of demonetization on 


agriculture. 


The RBI claims that with progressive remonetisation, the prices in these 
vegetables started rising in both the wholesale and retail markets (Reserve 
Bank of India, 2017d). The annual report of horticulture 2017-18 is yet to be 
made public, so, it is difficult to say that prices have risen, and the 


situation has normalized as there are enough evidences of cash shortage 
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in both, urban and rural India until April 2018 along with continuing 


protest by farmers in different parts of the country. 
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Conclusion 


The result of the dissertation proves that the overall impact of 
demonetization was negative. 

Demonetization was not a judicious move and reflected flaw approach. 
Reflecting the evident slowdown in agriculture suggest impact of 
demonetization; with the adverse impact felt mainly in November to 
January. World Bank and IMF both claims that the India’s economy has 
recovered from the temporary disruption of demonetization (World Bank, 
2018; IMF, 2018). If the economy has recovered from the demonetization 
than why is cash shortage still felt in many parts of the country, and why 
is the government still printing money? The claim by world bank and IMF 


does not move in parity with the actions of the Indian government. 


India is a world’s largest democracy and managing and reaching 1.32 
billion population required immense groundwork. Organizing everything in 
two months period was an irrational step. Historically, no country has a 
record of success with overnight ban of currency. Yet, India’s government 
without strong support for its approach and objectives went ahead with it. 
This overnight ban instead of gradual phase out over a period of time did 


massive collateral damage to India. 


Within 70 days of demonetization The RBI had issued 138 different 


notifications, with each new announcement modifying earlier declaration 


59|Page 


about, for example, changing the amount of money withdrawal along with 
new deadlines. “It was as if the RBI had been reduced to a pupped, with 


the BJP government pulling its string” (Tharoor, 2018). 


The objective of achieving cashless economy was unsound because the 
government wanted people to shift to electronic payments overnight. 
Using cash is a long-term behaviour which cannot be changed suddenly. 
India is a cash-based economy, dominated by informal sector and 
inadequate financial infrastructure, so cashless economy is impractical. 
Cashless economy is more feasible where the economy is dominated by 
formal sector. Whereas, there were better ways to curb corruption & black 
money hoarding like using GST to curb corruption and black money. But 


with demonetization people engaged in vast money laundering. 


The actual results of demonetization are: more money supply in the 
economy post demonetization compared to pre-demonetization, legalizing 
of majority of black money, reduction in inflation and GDP, reduction in 
the RBI’s income (Reserve Bank of India, 2017b), a drop down in the 
governments dividend from the RBI by 46.5 percent i.e., from 658.76 
billion rupees to 352.17 billion rupees (Radhakrishnan, 2017), leading to 
increase fiscal deficit instead of helping the government tackle its fiscal 


deficit, and, the massive suffering of agrarian economy. 


No special measures for agriculture sector were taken during the 
implementation of demonetization, which reflects that rural and agrarian 
economy were not kept in mind while making the decision. The time of 


demonetization was at the peak of the farmers livelihood cycle and 
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agriculture season. It received attention only after the protests by farmers 
and various agriculture bodies, but by then much loss had already been 
occurred. The year 2016 brought bountiful rains, yet it failed to provide 


relief to the farmers. 


Demonetization has destructed the primary source of finance in rural India 
i.e., PACS and DCCBs instead of strengthening the rural banking and 
agriculture credit by disallowing exchange and deposit of old notes. 
People suffered for many days to just exchange and deposit notes, losing 
their daily wages and work. The opportunity cost of exchanging notes was 
extremely high for farmers. Also, they had no choice of going to work but 
compulsory go far of banks to exchange their old notes. This affected 120 
million rural customers (All India Coordination Committee of Farmers 
Movement (AICCFM), 2017). There is huge gap between the urban financial 
system and the rural financial system, this wide gap affected 
demonetization differently. It was essential to design demonetization 
customizing the needs of urban and rural India, which are two different 


economies. 


The complete effects of demonetization on agriculture will never be 
known as it is informal economy and lot of it has gone unrecorded. The 
solution lies in improving the food market specially APMCs which have 
created monopoly and is exploiting farmers; addressing demand and 
supply challenge, integrate food market and connecting farmers with 
financial system so the economic interest, of farmers is not compromised. 


The contradiction of the official figures with other reported figures suggest 
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greater depth of study is required to understand the impact on agriculture 
sector. 

The government is still projecting demonetization as an excellent move, 
but evaluation proves otherwise. Study reveals that demonetization move 
has shown harsh negligence to the farming community. This rapid 
unpredictable liquidity crisis led to price crash which wreaked havoc to 
farmers livelihood, agriculture production, mandis, and created social and 
economic disruption. The, food sovereignty and farmers of the nation are 
at stake. Demonetization failed to consider the deprived farmers and 


untapped bottom of the pyramid section of the Indian economy. 
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